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CPA James Metzler has recently taken office
as the AICPA Vice President of Small Firm
Interests, a newly created position. The CPA
Letter Small Firm Supplement will be an
integral part of the dialog that he plans to
maintain with smaller firms. Here is a first
look at his objectives for working with the
Institute’s small firm members.

Tell us a little bit about your background. Have you always worked in
small firms?
I have spent most of my career as a roll-upyour-sleeves accountant in Buffalo, New
York, helping clients with their tax,
accounting, auditing and financing
issues. I spent 32 years with what is
now the CPA firm of Gaines, Metzler,
Kriner and Company. When I started
with my firm in 1970, it had five people. When I left it two years ago, we had 45
people in the CPA firm and another 25 in
our technology subsidiary. I started out as a
junior accountant, doing auditing, review,
compilation and tax returns. I was always
interested in marketing and sales, however.
My dad had a Western Auto Store franchise,
so I grew up selling in the store and repairing cars. That taught me how to ask the right
questions to identify people’s needs, and I
was later able to apply that skill to an
accounting practice. I became a partner at
the age of 28 and eventually became the
partner in charge of marketing. I also started
getting very interested in technology in the
late 1970s.

What kinds of clients did you serve?
I had a significant client base of closely
held, family owned businesses, primarily in
manufacturing and distribution. Some were
in their second and third generations, while
others were startups. The largest was a man-

ufacturer that
did about $85
million in sales,
but typically
they were companies with anywhere between
$1 million and
$10 million in
sales.

How long have
you been active in the profession?
About 10 years ago I got bitten by the volunteer bug. I started making speeches
on technology and practice management. Eventually I became president
of the Buffalo Chapter of the New
York State Society of CPAs. I quickly
became very active in the profession.

How do you plan to approach your job?
I see my job as having four focuses:
1. Listening to and learning from members, whom I think of as my customers.
2. Working cross functionally within the
Institute to make the concerns of our small
firm members a priority in all AICPA initiatives. My goal is to ensure that small firm
members have a prime seat at every table at
the Institute. I also want to ensure that these
members are aware of the many assets
already available to them within the
Institute, such as PCPS and the various
member sections.
3. Keeping tabs on political and legislative issues that affect small firm members
and working with our Washington, D.C.,
office to address them.
4. Reaching out to the small businesses
that our members serve to understand what
they are seeking from their CPAs. If our
continued on page C2
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continued from page C1—An Interview with Jim Metzler
members are going to deliver value, they
eight months will be to listen. I want to
must understand what that word means to
find out what our small firm members
their clients.
believe success looks like and what makes
AICPA membership worthwhile to them.
What issues do you believe are most
The Institute wants to deliver the value
important for smaller firms?
that our small firm members seek.
Within practice management, marketing
To do that, I started a “listening tour”
and sales are critical for smaller firms. on Aug. 3—two days after I began this
job—in which I am going to the firms
They are more fragile; if you lose a client
themselves, getting their ideas and input
you have to get a new one. The impact of
at retreats, chapter meetings, conferences.
the loss of a client can be devastating.
It’s important to go into the field and meet
Small firms also have to work hard to
small firm members in their environgrow with their clients. So there is always
ments. I will then communicate back to
a “worry factor” for smaller firms. I want
to find ways to help them deal with that the membership what I’ve learned and
how the Institute plans to address the
worry factor.
issues they’ve raised. I will use a number
of different methods to report back to the
What will your first step be?
members, including Institute and outside
The main thrust of my job in next six to

IRS Announces Steps to Improve Operations,
Shift Jobs to Front-Line Positions
As part of an ongoing program to improve its management, the Internal Revenue Service says it has undertaken
a series of new steps to improve agency operations by creating operational efficiencies that will allow the agency to
add more enforcement positions in 2005. The changes
involve three areas:
• Closing Memphis tax return processing operations in Oct.
2005, following a large increase in e-filing and corresponding
drop in paper tax returns.
• Consolidation of back-office processing for exam, collection
and insolvency cases from 92 different locations to four, starting in 2005.
• Reduction of agency overhead in internal support functions,

Getting an EIN Online
The Internal Revenue Service says that
since it became available in Apr., businesses and tax professionals have used an
online application form to get nearly
500,000 new employer identification
numbers. The online application form

An archive version of a Tax Talk Today® panel discussion on qualifying for earned income tax credits and other credits, including
those for health insurance and child care, is available to practitioners. The discussion covers new IRS sorting methods, how to deter-

How can members contact you?
I want to be accountable to the members.
I encourage practitioners to get in touch
with me to share questions and concerns.
They can write to me through my assistant, Janice Seib, AICPA, Harborside
Financial Center, 201 Plaza Three, Jersey
City, N.J. 07311. They can also phone or
e-mail me:
212/596–6039
jmetzler@aicpa.org

particularly through new technology gains in the human
resource area, starting in 2005.
None of these initiatives will reduce the number of
IRS employees who deal directly with taxpayers or lower
the number of locations where taxpayers can interact
directly with IRS personnel, according to the agency.
The IRS estimates that approximately 2,400 employees may be involuntarily separated. Federal personnel
requirements, as well as negotiations required by union
contract, would mean that no employee would be involuntarily
separated before Jan. 2005.
The savings from the three initiatives are expected to allow
the IRS to fill 2,200 new positions. Between 1996 and 2002, the
IRS said, enforcement resources, including criminal investigators, revenue agents and revenue officers, went down by more
than a quarter.

immediately issues a new employer identification number, or EIN, eliminating
both paperwork and the usual 4-to-10-day
wait to receive an EIN through paper
processes. The IRS says that by the end of
Nov. 2003, it was receiving 37.5% of all
EIN applications through the Internet. The

EITC Webcast

publications and online columns on
www.aicpa.org and WebCPA. This supplement offers me a great forum to communicate with my constituency.

online application mimics the paper Form
SS-4, “Application for Employer
Identification Number.” To get to the
online EIN application, type “EIN” in the
keyword search on the IRS home page.
www.irs.gov

mine whether clients are eligible for earned income tax credits, how
to verify eligibility and where to go for help with EITC filing. To
access the broadcast:
www.TaxTalkToday.tv

Published for AICPA members in small firms. Opinions expressed in this supplement do not necessarily reflect policy of the AICPA.
Anita Dennis, supplement editor
Ellen J. Goldstein, CPA Letter editor
973/763–2608; fax 973/763–7036; e-mail: adennis@aicpa.org
212/596–6112; egoldstein@aicpa.org
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Accounting Graduates Supply and
Demand Report
The 2003 edition of the AICPA Supply of Accounting
Graduates and the Demand for Public Accounting Recruits
can be a valuable resource for accounting firms planning
their recruiting efforts. It is based on surveys conducted in
2003 of U.S. colleges and universities and of public accounting firms and sole practitioners. It reports on degrees
awarded in the 2001–2002 academic year and on recent college
graduates hired in 2002.
Here are some of the results:

Supply Data from Colleges and Universities
• In the 2001–2002 academic year, the number of students
awarded bachelor’s degrees fell 8% to 35,000, while the number
getting master’s degrees rose 11% to almost 10,000.
• More women than men received bachelor’s degrees (57% vs.
43%) and master’s degrees (54% vs. 46%), but more men earned
PhDs (64% vs. 36%).
• Minorities accounted for 23% of bachelors in accounting, 22%
of master’s and 35% of PhDs.
• About one-third of the bachelor’s degree recipients went to work
in public accounting firms, while roughly one-fifth took jobs in
business and industry. Fifty-six percent of those gaining master’s
degrees went into public accounting. Those proportions were little changed from the last year.
• Enrollment in accounting bachelor’s programs fell by 1%, but
they jumped 21% in master’s in accounting programs and went
up 1.6% in MBA in accounting programs.
• The number of candidates sitting for the CPA Exam rose almost
3% to a total of 108,955 in 2002.

Waiving Penalties with
Penmanship
By Chris Kenefick, CPA
The IRS Penalty Handbook, a section of
the Internal Revenue Manual, tells us that
there were approximately 14 penalty provisions in the Internal Revenue Code in
1955. Today, there are more than 10 times
that number. The number is even more
daunting when one considers the tax
penalties that state and local taxing jurisdictions are authorized to impose.
This article will address how to write
an effective penalty waiver request.
Although the ideas presented are geared
more toward an initial penalty waiver
request, they can also be used when drafting formal protests if the case moves into
appeals.

Demand Data from Public Accounting Firms
• In 2002, the number of new accounting recruits with bachelor’s
degrees hired by firms dropped by 5% from the previous year,
while the number with master’s degrees rose 9% compared with
2001.
• Almost three-quarters of the graduates accepted accounting/auditing positions, more than one-fifth took assignments
in taxation and 2% took jobs as management consultants in
public accounting firms.
• In 2002, the percentage of new hires who took jobs in
accounting/auditing continued to rise, while the share of new
management consultants continued to fall. The percentage of
graduates who took positions in taxation fell slightly.
• In continuation of a trend that began in the early 1990s, the
majority—or 61%—of new graduates hired by public accounting firms were women. Minorities accounted for 17% of new
hires, consistent with the previous year.
• The annual turnover rate among surveyed firms was 10%, down
from 12% in 2001. Turnover rates and firm size were positively
correlated. In 2002, the turnover rate was higher for women than
for men, especially at medium-size and smaller firms.

Demand Projections from Public Accounting Firms
• In addition to asking firms for actual year 2002 hiring facts and
figures, the Institute also asked firms to predict future hiring
trends. For 2003, larger firms expected hiring rates for new
accounting graduates to fall, while firms that employ 10 to 49
people foresaw an 8.4% increase.
• Firms expected to hire fewer non-accounting graduates than
accounting graduates over the near-term.
To access the report, go to:
www.aicpa.org/members/div/career/edu/sagdpar.htm

Reasonable Cause
Waiving penalties involves establishing a
reasonable cause for the underlying failure that led to the penalty. Although
higher standards certainly exist, any standard higher than what’s reasonable is
irrelevant in the eyes of the taxing authorities.
In the body of your letter, list your
reasonable cause defenses, or why you
feel the penalty should not have been
imposed. As any good attorney will tell
you, it is not wise to stick to one line of
defense. The more legitimate defenses
you offer, the greater the chance they will
establish reasonable cause when taken
together.

Keywords and Key Ideas
Before drafting the waiver request, it is
prudent to contact your client and conduct
a 15- or 30-minute brainstorming session.

Dig deep to find the reasons underlying
the failure that led to the penalty. The
results of the brainstorming session will
become an integral part (if not the basis)
of your request. Once you’ve taken some
notes from your brainstorming session,
it’s time to write.
The following keywords and key
ideas will make your arguments more persuasive. They are not all appropriate for
every situation, but they may help you to
frame a reasonable-cause argument. Of
course, keep in mind that they can only be
used if they are true.
Don’t lie. Honesty, in fact, is at the
base of the first recommendation. If the
failure that led to the penalty truly
occurred, then don’t deny it. Rather, apologize for it and let the taxing authority
know how much you appreciate their consideration in the matter.
continued on page C4
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continued from page C3—Waiving Penalties
Ordinary business care and prudence. Indicate that the failure arose
despite the fact that the taxpayer exercised
“ordinary business care and prudence.”
Here, the word “business” can be used
loosely to apply to a personal tax matter.
Inadvertent oversight. State that the
failure was nothing more than an “inadvertent and honest oversight.” This is a
good argument to use when pleading
ignorance.
Good faith effort. Say that the taxpayer made a “good faith” effort to comply with the law.
Willful neglect. Indicate that the taxpayer was not “willfully neglecting or disregarding the tax laws” or say, “In no way
was the taxpayer attempting to subvert the
tax laws.”
Responsibilities. Tell the IRS that the
taxpayer takes his or her tax filing and tax
payment obligations seriously.
Remedies. State that the taxpayer
made all efforts to “remedy” or “rectify”
the failure the minute it was discovered. If
appropriate, add that the taxpayer immediately contacted a tax professional to
assist in the matter.
Internal controls. Say that the taxpayer has implemented various internal
controls to ensure that failures do not
recur.
Erroneous advice. If the failure was
due to erroneous advice from another
party, then say so. There is no prohibition
against arguing that the penalty resulted
from faulty advice, even if the advice was
provided by someone other than taxing
authority personnel or a CPA.
Substantial compliance argument. If
the taxpayer has “substantially complied”
in all but one or a few areas of the applicable law, then argue that substantial compliance should be viewed as “full compliance.” You might go on to say that to hold
otherwise would be “unjust” or “not justified” or “inequitable.” Finally, make the
point that the penalty is a rather “harsh
result” for someone who has substantially
complied with the law.
Substance over form. Substance over
form arguments go hand-in-hand with
substantial compliance arguments. If the
taxpayer got to the right result but did it in
the wrong way, then argue that “substance” should take precedence over
“form.” In simpler terms, argue that the

taxpayer complied with the spirit of the
law, although he or she did not precisely
comply with the letter of the law.
Tax compliance history. If the taxpayer has a solid tax compliance history
and is in good standing with the taxing
authority, then say so. For example, “The
record will indicate that Mr. Jones has an
excellent tax filing and payment history at
both the federal and state levels.” List the
types of taxes that are part of the excellent
history (e.g., income, sales and use, payroll, excise, etc.).
Miscommunications and misunderstandings. If these occurred, then list and
explain them. For example, the taxpayer
reasonably believed the CPA was going to
file the return and the CPA reasonably
believed the taxpayer was going to file it.
Such arguments are more persuasive if
there has been a shift in responsibilities
(e.g., the CPA handled the filings in the
past, but this time it was the taxpayer’s
responsibility and confusion about this
new arrangement led to the failure).
Omissions. If something was omitted
from the return in question, you might
say, “When the return was signed by the
taxpayer, he firmly believed that it had
been prepared correctly and accurately.”
Then go on to say something like, “The
return would not have been signed and
filed had the taxpayer been aware of the
omission.”
If something was omitted from a
jointly filed return, explain that each
spouse thought the other spouse had full
knowledge of the omitted item and had
included it on the tax return. This can be a
good argument if the couple files a joint
return but is estranged or living apart.
Use of tax professionals. Note the
fact that the taxpayer routinely uses a tax
professional, particularly in the case at
hand.
Lack of control. Sometimes a failure
may be due to events or circumstances
“beyond the taxpayer’s control.” Common
examples include destruction of tax
records by natural disasters, a death in the
family, serious illnesses and unavoidable
absences.
First-time errors. If the penalty was
the result of the taxpayer’s first error on a
return, then say so. You may be able to tie
this in with an excellent tax compliance
argument and/or an argument that internal

controls have been implemented to prevent such failures in the future.
New taxes and returns. If this was the
first time the taxpayer ever had to deal
with a particular return or type of tax,
then note this fact.
Inexperienced personnel. If appropriate, explain that the failure was due to
new or inexperienced staff, perhaps
because of high turnover or employer
downsizing.
Express surprise. If the assessment in
question catches the taxpayer completely
off guard, then say so. For example, “To
say the least, the taxpayer was startled
when he received your tax notice.”
Respectfully request. “Respectfully
request” an immediate abatement and
waiver of the penalty more than once in
your letter. At a minimum, request the
waiver in the opening and closing paragraphs.
Hardship. It never hurts to mention
that the “imposition of a penalty of this
magnitude would cause the taxpayer to
suffer an immediate financial hardship.”
Be diplomatic. Your request should
never be marked by hostility. Rather, an
even-handed, diplomatic tone works best.

Understanding the Client
It is possible to successfully waive penalties for clients, but it takes practice and
skill. You don’t want to prepare an ill-conceived waiver letter only to regret it later.
You do want to empathize with your
client by putting yourself in his or her
shoes and understanding the valid reasons
why the taxing authority should consider
a penalty waiver.
704/544–6757
704/544-3476
ckenefick@carolina.rr.com

Chris Kenefick, CPA, is principal of
Kenefick & Co., CPAs, PA, Charlotte, N.C.

